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PROCEEDINGS

NoVEMBER 18, 1927

PRESIDENTIAL ADDRESS OF THE FOURTEENTH
ANNUAL MEETING OF THE CASUALTY
ACTUARIAL SOCIETY

SANFORD B, PERKINS

The receipt of the report of the Special Committee to consider
ways and means by which the activities of the Casualty Actuarial
Society could be extended to embrace practical current and statis-
tistical problems has rendered the selection of a text of the presi-
dential message for this session a simple task. This report came
to your President rather inthe form of a mandate which was
very willingly accepted. It was welcomed, first, because I
conceive it to be one of the duties of your President to keep the
Society as a body in touch with the various developments of the
policies of the Society as they are extended or modified from time
to time by the Council, and the presidential address or message
seems to submit itself as a most convenient and effective means
of transmitting this information. Secondly, it may have been
a case of the wish being father to the thought because the subject
at hand happens to be one which is of tremendous interest to me.

The full text of the Special Committee report referred to is as
follows: .

“Article IT of the Constitution defines the object of the
Casualty Actuarial Society as follows:

‘The object of the Society shall be the promotion of
actuarial and statistical science as applied to the problems
of casualty and social insurance by means of personal
intercourse, the presentation and discussion ofappropriate
papers, the collection of a library and such other meansas
may be found desirable.’

1
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““The Casualty Actuarial Society is a scientific body devoted to
the impartial consideration of the problems of casualty and social
insurance. As such, its contribution is dependent upon the
ability, initiative and efforts of its individual members. As a
practical matter, however, it is important not to overlook the
practical application of actuarial principles to those problems of
the business which the individual members in their daily work
are called upon to solve. Only by keeping this fact in mind will
it, in our judgment, be possible to stimulate and maintain a keen
interest in the Society's work.

“Casualty insurance is an ever growing and enlarging business
and the field for the Society’s efforts is constantly broadening.
Problems arising in casualty insurance are of two kinds which,
for lack of better definitions, may be designated as major and
minor. Each class of problem may be still further classified as
current or prospective. It is appreciated that a society such as
ours meeting only twice each year can not expect to deal with.
current problems of minor importance. To attempt to set up
machinery for this would, we believe, prove unsatisfactory.
The Society, however, is equipped to deal with current problems
of major importance through the creation of special committees
to deal with such problems. The Society is also well equipped to
deal with prospective problems, or problems, the solution of
which does not demand immediate action, either through regular
committees or special committees.

“It is our feeling that the membership of the Society should
appreciate that the Society is well equipped to help solve im-
portant problems connected with casualty and social insurance
and should bring such problems before the Society.

“One means of bringing problems before the Society is through
the presentation of papers and we believe that this should be
encouraged by placing a problem before the Society in the form of
a paper where the nature of the problem is such as to justify this
method of proposal. This is a means of materially increasing the
scope of the Society's activities in the field of current actuarial or
statistical problems. :

‘“There are in existence at the present time organizations well
equipped to handle certain current problems which are perform-
ing their work satisfactorily. We believe that the Society
collectively should be kept in touch with the work of such organi-
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zations and that problems of interest to the Society considered
and acted upon by such organizations should be reported upon
through the Proceedings of the Society. This, we believe,
would form an interesting and instructive portion of the ‘Current
Notes’ section of the Proceedings and would bring to the attention
of the membership many interesting features of casualty insurance
problems and other related matters which might properly become
the subject of further investigations by the Society. If necessary,
an additional assistant editor could be provided for to cover this
feature of the Society’s work.

“"The feature, now in the experimental stage, of devoting a
considerable portion of our meetings to an open forum for discus-
sing questions of current interest in casualty and social insurance
suggested by the various members should, judging from results
attained from this feature by other actuarial societies, add to the
scope and usefulness of our Society.

“We believe also that the work and usefulness of the Society
would be improved upon by seeking out and enrolling as
Associates without examination under the provisions of Article
IIT of the Constitution those engaged in casualty actuarial and
statistical work who have shown by their work in other organiza-
tions dealing with casualty insurance problems that they are
qualified for membership in the Society.

“'We further believe that the Society should take the initiative
in inviting to our meetings men who, while not qualified for
membership under our present Constitution, have demonstrated
their interest in our own or related problems.

"“To summarize, we make the following recommendations:

(1) That the Council, through the President, bring to
the attention of our membership the facilities of the Society
for dealing with practical, current and statistical problems of
major importance through the appointment of special com-
mittees and the presentation and discussion of appropriate

_papers and point out to our membership their individual
responsibilities for bringing such problems before the Society.

(2) That the Council authorize the Editor to print in
the Proceedings a digest or summary of casualty and social
insurance problems and subjects of current interest con-
sidered and acted upon by other Casualty organizations or
associations.
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(3) That the Council, through the President, call the
attention of the membership to the desirability of enrolling
as Associates without examination under the provisions of
Article III of the Constitution those engaged in casualty

" actuarial and statistical work who have demonstrated by
their work in other organizations dealing with casualty
insurance problems, that they are qualified for membership
in our Society, and urge the Fellows of the Society to bring
the names of those so qualified to the attention of the Council
or the Chairman of the Committee on Admissions.

(4) That the Council, through the President, call the
attention of the membership to the desirability of inviting to
our regular meetings those who, while not qualified for
membership under our present Constitution, have demon-
strated their interest in our own or related problems and
request the membership to advise the Council the names of
such non-members who would be interested in attending
some of our regular meetings.”

The first recommendation I consider of particular importance.
The Casualty Actuarial Society stands alone today as the only
organized body of casualty actuarial technicians and is, therefore,
preeminently qualified to serve in an advisory capacity either to
companies or to supervising officials in connection with problems
requiring scientific solution.

It is only natural that with but few exceptions the major prob-
lems arising out of the conduct of the various casualty lines today
involve competitive elements. It is to be expected that the
treatment of those same problems should be flavored with a
partisanship, the sincerity of which only reflects one of the
elements which measures the degree of success of the participants
in their own particular field of endeavor. Article IT of the
Constitution of the Society defines as part of its object that ‘“The
Society shall take no partisan attitude, by resolution or otherwise,
upon any question relating to casualty or social insurance.”
In the consideration, then, of scientific problems by the Society,
bias must be eliminated. Science must be divorced from parti-
sanship and each problem must be treated on its merits. Practi-
cability must not be confused, however, with partisanship.
Practical solutions are often times arrived at by affecting a
compromise between an exact scientific solution and efficient and

widiy
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economic administration but in arriving at that state of practi-
cability a very nice equation must be set up between loss inac-
curacy and gain in administrative efficiency.

The work of the Special Committee which is now actively
dealing with the subject of compensation and liability loss reserves
furnishes a good example of the character of problems with which
the Society is well qualified to cope. Another may be found in a
paper which is being prepared for submission to the Society in
connection with the determination of proper reserves for claims
incurred but not reported. I might also refer to some very
excellent work which was done under the auspices of this Society
a few years ago in connection with reserves for non-cancellable
accident and health claims.

The second recommendation is extremely comprehensive in its
scope but is, nevertheless, in keeping with the general theory that
the Proceedings should constitute a permanent record of material
of vital interest to the Casualty Actuarial fraternity. Adoption
of such a recommendation would impose a serious and laborious
obligation on the Editor in that it demands that he, either
personally or through designated lieutenants, keep in constant
contact with the activities of such other casualty organizations or
bodies as may be giving consideration to matters falling within
the field of interest of this Society.

The recording of facts may be carried to either of the extremes.
It is a simple matter to refer to any one of the various casualty
hand books, for instance, to determine how much premium has
been written in any calendar year for any particular line and
therefore how much experience should be available for the purpose
of ratemaking. On the other hand, a detailed exposition of rate-
making systems for the various lines might be incorporated as
papers from time to time in which would be recorded the ex-
perience actually used in the making of rates. Duplication of
the former would be unnecessary and a series of ratemaking
papers of each line every year would make.the Proceedings un-
necessarily voluminous but thisrecommendation of the Committee
seems to offer a very satisfactory middle course by which the
pertinent facts in connection with the current problems may be
digested, condensed and recorded. While the recommendation
specifically mentions other casualty organizations or associations,
I should hope that it would be interpreted liberally enough, for
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instance, to incorporate a very comprehensive record of such
problems as those being handled by the Special Conference
Committee appointed by the New York Insurance Department
to make recommendations of a method of redistributing the
expense and loss dollars of compensation premiums to more
equitably measure the expense and hazards of the business by
size of risk. It so happens that each member of the Committee
is a member of this Society and I should hope that some sub-
sequent rumber of the Proceedings would carry a full record of
the Committee’s accomplishments.

Calls for experience are emanating almost contmuously from
statistical organizations or ratemaking bodies and with each
new call the individual company statistician is confronted with
the necessity of determining methods best suited for compliance
with the terms of the call. The Association of Casualty and
Surety Accountants and Statisticians, for instance, takes under
consideration every such new call and sets up a procedure best
suited to the statistical organization of its various company
members. Doubtless other groups of statisticians are making
similar investigations. What a contribution to the development
of good statistical procedure could be offered by recording in our
Proceedings the results of deliberations of such organizations.
The advantages to the Society and the particular association or
organization in question would be reciprocal. The benefit to
this Society, through the appreciation in the value of the
Proceedings, would be obvious but the benefits derived by the
contributing association which would result from the favorable
publicity extended to their work through the medium of our
Proceedings would be just as real if not as self-evident.

While I am entirely in sympathy with the third recommenda-
tion of the Special Committee which deals with the possibility
of enrolling as Associates without examinations those engaged in
casualty actuarial and statistical work, I feel that someelaboration
of what was most probably in the minds of the Committee would
not be out of order. I have substituted the word ‘‘possibility”
for “'desirability” as it appears in the original Committee recoin-
mendation not because I believe that ‘‘desirability’” does not
reflect exactly what was in the minds of the Committee, but
because I do not wish there to be a possible interpretation from
the recommendation, as I understand it, that it is any degree
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less desirable that Associates be made through the examination
route than heretofore. Emphasis should, therefore, be laid upon
the equal possibilities of becoming Associates in either one of two
ways. There are usually several means of attaining the same
end and two or more are apt to be equally satisfactory.

A candidate for Associateship in this Society should be
mentally qualified before he is admitted. In the last analysis
ours is an actuarial society. It does not follow that all members
shall be actuaries but that they shall have actuarial interests.
A man can not be made an actuary by being called one norisit
any more true that all men who have bona fide actuarial interests
are so titled. It is possible to arrive at the qualification point
through two distinctly different routes. The one carriesthe
candidate through an extensive course of study at the conclusion
of which he is prepared to receive the necessary operating ex-
perience. He may have mastered the theoretical science and
he must needs master its application. The alternative route
lies through mazes of application during the course of which
interest is stimulated in the reasons for the selection and the
results of the application of the particular treatments em-
ployed. Eventually the thus stimulated mind suggests sup-
plementary study until there is created by this process of
combined application and theory a real actuarial interest.

This Society is admittedly desirous of extending its membership
but the real requirements for membership must not be submerged
in the attainment of that purpose. A demonstration must be
required of the thoroughness of the candidate’s preparation
through whichever route he happens to qualify. Demonstration
of qualification of the first mentioned route is easily possible
through a series of examinations while the genuineness of pre-
paredness through the second is most generally measurable by the
degree of responsibility that has been entrusted to the candidate
by the business concern with which he is connected. Our
Constitution recognizes that a candidate ‘‘who for a period of
not less than two years has been in responsible charge of the
statistical or actuarial department of a casualty insurance
organization’’ has arrived at the point of qualification for ad-
mission to the Society as an Associate. Therefore, our members
should feel equally free to urge those who are qualified for
Associateship to make application for such membership regardless
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of the means by which they have arrived at the state of qualifica-
tion. Having in mind, then, that under the terms of our Con-
stitution which provides for the enrollment in the Society of
Associates by other means than passing prescribed examinations
and realizing that under the intended interpretation of those
terms such candidates would be fully qualified for membership,
I whole-heartedly agree with the recommendation of the Special
Committee that our efforts be extended toward interesting such
prospective candidates in our Society and that the present Fellows
and Associates assume it as a personal obligation to stimulate
such interest and secure applications from those of their associates
as are qualified to become Associates without examination.

The soundness of the Committee’s concluding recommenda-
tion seems so self-evident as to warrant very little additional
comment although in making this recommendation the Com-
mittee has both raised and settled the issue as to whether the
sessions of this Society should be confined to its members and
Associates or should be extended to all who have legitimate inter-
est inits aims and objects. While this issue may have never been
definitely decided prior to this time, precedent has established
the latter course as being the one acceptable to our membership.
Sane judgment could not dictate otherwise. The Society has
always been the gainer and never the loser by following sucha
policy. Contributions which have been made by non-members
to the deliberations of the Society through papers or discussions
have been of interest and value. Freedom should be felt at
any time to invite to the sessions of this Society those who may
be interested in the subjects under consideration or those who
may be persuaded to contribute by discussion or suggestion
anything of value to the solution of any problem which may be
before us. Incidentally, the willingness of those who have no
real obligation fo participate in our deliberations should act asan
incentive to those of us who actually share in the obligations of
membership, to meet that obligation by extending ourselves a
little more generously in carrying on the program as outlined in
the Articles of the organization of which we are a part.

In conclusion, let me express my gratitude to the Special
Committee for giving me the opportunity of delivering to youa
message which has the support of that Special Committee as
well as of the Council of the Society and which could be no
more nearly a reflection of my own mind if it had actually ema-
nated therefrom,
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METHOD FOR SETTING UP RESERVE TO COVER
INCURRED BUT NOT REPORTED LOSS LIABILITY

BY
NELLAS C. BLACK

This paper is not intended as a scientific treatise of an obscure
subject, but is submitted to introduce for discussion the practical
side of an acknowledged liability which is of considerable con-
sequence to insurance companies, and should be given the proper
consideration. No company will deny a hidden liability in un-
reported claims, but there is quite a bit of dissension as to how
it should be treated. This question has been considered from
every angle by the Fidelity and Surety Committee of the Associa-
tion of Casualty and Surety Accountants and Statisticians, and
the report of that Committee is taken as the base of these re-
marks. That Committee particularly, and the Association
generally are responsible for any consideration that may be given
this subject, with the added responsibility that the writer may
have included matters that do not meet with their entire
approval. However, a complete discussion of the many points
involved cannot help but do something toward clearing the

atmosphere.
* * * * Ok

An incurred but not reported loss liability is, as the term
implies, the liability for losses which occurred on or before the
end of a given period, but of which the accounting office of the
company had no knowledge until after that period.

There is always a volume of such losses, as losses of different
types are in the course of evolution which come to light at un-
certain future dates, and incidents are occurring continually
throughout the country which are not reported promptly to
company representatives. Also, when losses are known in the
field, they must be reported to the Home Office before they can
be added to the liabilities of the company, and the period of
transmission accounts for a number of these claims. This
liability therefore is created by delayed notices of losses, which
may be divided into two general classes, namely:—

{a) Latent Losses; Losses occurring daily but not coming
to light until a later date.

(b} Belated Losses; notices delayed because of the time
required for transmittal to the Home Office.
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While this hidden liability is continually in existence, and is
now being taken into consideration by many companies regard-
less of the date any experience exhibit is compiled, it has been,
and still is to a large extent, looked upon as a calendar year item
to be adjusted only at the end of each year. This can be laid to
the fact that the item was introduced officially by the form of
‘Annual Statement adopted by the convention of Insurance
Comumissioners in which the term "‘Incurred but not reported”
isused. Provision is made for the inclusion of this liability in the
“Losses and Claims’ exhibit on page 5 and at the foot of
Schedules “J"" and “K"".

By providing for this item without comment or instructions,
the insurance departments apparently assumed that any com-
‘pany could show this lability without much trouble, and each
company estimated the amount of such liahility according to
its own interpretation and judgment. Generally speaking,
these estimates were passed by the insurance departments without
question, until the recent investigation made by the New York
department, when it was disclosed that in many instances the
reserve of a previous year was inadequate in the light of a sub-
sequent year’s analysis.

However, just as it is obvious that unreported losses exist,
it is equally manifest that no company can foretell, with any
degree of accuracy, how much Hability is involved. Large claims
coming to light in one year do not necessarily imply that large
sums should be put up for the next any more than small claims
indicate small amounts. While it is true that the individual
companies should take this liability into account in rendering
periodical financial reports, different judgments have operated
in the adjustment of the value thereof to such an extent, that no
‘two estimates are comparable, and no one can tell which company
has exercised the best judgment in setting up its reserve. If
the actual value of delayed cases for any particular period ap-
proximated the unknown loss reserve set up for that period it
would be nothing more than pure coincidence.

While the existence of certain unreported losses is acknowl-
edged by the recognition of the incurred but not reported liability,
this unknown liability, insofar as individual cases is concerned,
ceases to exist after the loss is reported. The loss is then valued
on a definite basis and the true liability is erected. Hence the
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claim is no longer “incurred but not reported”, but is a reported
claim which was delayed, and must be handled as any other
loss. This fact throws the unknown loss reserve into the class
of a contingent reserve, which, like a catastrophe or voluntary
additional reserve, is for the purpose of setting aside certain funds
which otherwise would go into surplus, to provide for unforeseen
incidents; with the exception that the incidents have actually
occurred. A contingent reserve of this character cannot be
subject to case analysis. Specific cases are not involved, there-
. fore it cannot be measured by cases known in the future which
are then automatically included in the known liabilities. This
reserve is erected solely as a safety reserve for financial statement
purposes only, and, therefore, instead of being expended, should
be carried until it is replaced by the figure used in the next
statement.

The main point for consideration is, how can an adequate
reserve for this unknown liability be erected? Each company
has its own ideas regarding this, and very probably, like the
estimating of reserves on known cases, its method serves its
individual purposes. This is true in all forms of accounting;
and from the company point of view, a short form financial state-
ment should be sufficient to indicate its degree of solvency to
the insurance departments, with the checking of those statements
through the periodical examinations. However, the elaborate
annual statement required at the close of each calendar year
has evolved from the ideas of different insurance department
officials and committees to meet certain real or anticipated con-
ditions, and it is therefore necessary to adjust this valuation so
that it will meet with the approval of the insurance departments.

To do this, this reserve must be valued so that, in addition to
being reasonably adequate, it will be consistent between years
and uniform for all companies. While it is true that no individual
company can foretell what the coming year will develop, it can
be assumed that with sufficient spread, the past will give indica-
tions of the future. On the basis of this theory it is believed
that every purpose will be answered by the adoption of a formula
method of establishing this reserve, based upon actual past
experience.

Acting upon this belief, the Fidelity and Surety Committee
of the Association of Casualty and Surety Accountants and Statis-
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ticians who were engaged in studying the question as it pertained
to the fidelity and surety lines, considered the figures filed by
each company with the New York Insurance Department, as
of December 1st, 1926, covering their 1925 and previous unknown
losses reported from January lst to December 1st, 1926, as it
was believed that these figures would give a considerable spread
of delayed claims from which a fair indication of a reserve basis
could be secured, by comparing them with certain established
figures. Thereupon the Committee circularized the companies
for the following:

(a) The unknown losses furnished the New York Insurance
Department.

(1) Net premiums written during the preceding year.
(2) Net premiums in force at the end of the preceding year.

(3) Unearned premium reserve as of December 31st of the
preceding year.

(4) Premiums earned during the preceding year.
(5) Losses incurred during the preceding year.

This gave the Committee the relationship of a large spread of
unknown losses to five different sets of established figures which
were tabulated and studied by the Committee, who arrived at the
following conclusions:

(a) The relationship of unknown losses to losses incurred
presented such a wide variation as between companies that
this basis was discarded. Moreover, because of the fluctua-
tion of incurred losses from year to year, it was considered an
unsatisfactory basis upon which to figure a ratio.

(b) The ratios of unknown losses to net writings, net pre-
miums in force, premium reserve and unearned premiums
showed about the same range of variation in the respective
groups, due to the fact that these figures are more or less
co-related.

(c) The group showing the narrowest range of variation
was that of net premiums in force, This is due, to some
extent, to the larger figures involved. Upon the theory that
this group expresses more consistently than any other group
the cumulated bond liability of a company, in which there
is always inherent a percentage of latent loss, it is the opinion
of the Committee that net premiums in force furnish the
most logical and most practical basis upon which to figure
the ratio for an unknown loss reserve,
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In order to arrive at an average ratio, the figures of twenty-
three companies writing fidelity and surety lines were combined
and show the following results:—

Lines of Net Premiu